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Auditing Standards Board

Meeting:

Auditing Standards Board (ASB)

Date:

February 9-11, 1999

Location:

U.S. Grant Hotel
326 Broadway
San Diego, CA

Meeting
Attendance:

Deborah D. Lambert, Chair
James S. Gerson, Vice-Chair
John Barnum
Andrew J. Capelli
Robert F. Dacey
Richard Dieter
Sally L. Hoffman
Stephen D. Holton
J. Michael Inzina
Charles E. Landes
Keith O. Newton
Alan Rosenthal
Robert C. Steiner
George H. Tucker
Ray Whittington
Other Participants
Tracy Barber, Chair, FASB 125 Audit Issues Task Force
Edmund R. Noonan, Staff Member, POB Panel on Audit Effectiveness
Thomas M. Stemlar, Staff Member, POB Panel on Audit Effectiveness
Frank Koster, Arthur Andersen
Arleen R. Thomas, Vice President, Professional Standards and
Services
Thomas Ray, Director, Audit and Attest Standards
Julie Anne Dilley, Technical Manager, Audit and Attest Standards
Gretchen Fischbach, Technical Manager, Audit and Attest Standards
Jane M. Mancino, Technical Manager, Audit and Attest Standards

Judith M. Sherinsky, Technical Manager, Audit and Attest Standards
Observers
Joseph Bentz
Van Ballew
Gabriel de la Rosa
Deborah Koebele
Jeffrey Thomson
I.

CHAIR AND VICE CHAIR'S REPORT

Deborah D. Lambert, ASB chair, and James S. Gerson, ASB vice chair, reported on
the Audit Issues Task Force (AITF) liaison meetings of January 19, 1999 with The
Institute of Internal Auditors and the Auditing Standards and Procedures
Committee of the New York State Society of CPAs, and the AITF Planning Retreat of
January 20, 1999. Summaries of those meetings are attached.
II.

DIRECTOR'S REPORT
Thomas Ray, AICPA director—audit and attest standards, reported the following
matters to the ASB:
1.

2.

3.

4.

The AICPA published Audit Issues in Revenue Recognition on its Web site in
January 1999. This publication was developed by Julie Anne Dilley, Audit
and Attest Standards Technical Manager, with input from a cross functional
team of AICPA technical committee volunteers. Printed editions of the
publication will be available from the AICPA's order department in late
February. To disseminate the guidance widely, copies were distributed to
members of selected AICPA committees.
T. Ray participated in a planning meeting of the Canadian Institute of
Chartered Accountants' (CICA) Assurance Standards Board (formerly,
Auditing Standards Board), on January 7, 1999. T. Ray provided the
Canadians with an overview of the ASB's current agenda, the status of the
Panel on Audit Effectiveness, and certain of the ASB's operating procedures.
This was a part of our continuing efforts to forge a closer working
relationship with the Canadian standards setters. A liaison meeting between
the AITF and the Assurance Standards Board is scheduled for July 1999.
In January 1999, a revision of Appendix B to the AICPA's Codification of
Statements on Auditing Standards, Analysis of International Standards on
Auditing, was completed. The analysis underlying the revision was prepared
by Dr. Kay Tatum, University of Miami. The Appendix will be included in the
1999 edition of the Codification. A copy of the revised Appendix B was
provided to the ASB.
On January 25, 1999, D. Lambert, J. Gerson, Andy Capelli, T. Ray, and Ian
MacKay (AICPA director—professional standards and services) met with
David Walker, U.S comptroller general, and members of his staff. Mr. Walker
recently was confirmed as comptroller general by the U.S. Senate, and this
was our first liaison meeting with him. In addition to introducing ourselves,
the purpose of the meeting was to discuss our interest in working more

III.

closely with the U.S. General Accounting Office and its Advisory Council on
Governmental Auditing Standards.
5. In a letter dated February 1, 1999, David Bean, director of research for the
Governmental Accounting Standards Board (GASB), asked the AICPA to
reconsider its views on GASB Technical Bulletin 98-1, Disclosures about Year
2000 Issues, and renew a dialog with the GASB on means to address auditor
reporting issues on the required disclosures. The AITF will be considering
this letter at its meeting on February 16, 1999.
AGENDA ITEMS PRESENTED AT MEETING
REPORT FROM THE PANEL ON AUDIT EFFECTIVENESS
The ASB heard a presentation from Thomas Stemlar and Randy Noonan, Staff
Members of the Public Oversight Board's Panel on Audit Effectiveness. Messrs.
Stemlar and Noonan discussed the Panel's objectives and work program. The Panel
has been charged with making a comprehensive review and evaluation of the way
independent audits are performed and with assessing the effects of recent trends in
auditing on the public interest.
OMNIBUS STATEMENT ON AUDITING STANDARDS—1999
Audit Adjustments (File Ref. No. 3509)
Three separate topics were presented to the ASB to be considered for inclusion in
an omnibus Statement on Auditing Standards (SAS). Richard Dieter, chair of the
Audit Adjustments Task Force, led the Board in a discussion of proposed
amendments to three SASs that would establish audit requirements designed to
encourage management to record audit adjustments proposed by the auditor and
to clarify management's responsibility for the disposition of financial statement
misstatements brought to its attention. The proposal would amend—
o

o

o

AU section 310, Appointment of the Independent Auditor, to add an item to
the list of matters that generally are addressed in the understanding with
the client. That item would indicate that management is responsible for
adjusting the financial statements to correct material misstatements and for
affirming to the auditor in the representation letter that the effects of any
uncorrected misstatements brought to its attention by the auditor are
immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.
SAS No. 85, Management Representations, to require the auditor to obtain, in
the management representation letter, management's acknowledgment that
it has considered the financial statement misstatements identified by the
auditor and has concluded that any uncorrected items are not material to
the financial statements taken as a whole. It also would require that a
summary of the uncorrected misstatements be included in the
representation letter or in an attachment thereto.
SAS No. 61, Communication With Audit Committees, to require the auditor to
inform the audit committee about uncorrected misstatements brought to
management's attention by the auditor that were determined by
management to be immaterial, both individually and in the aggregate, to the
financial statements taken as a whole.

Reporting on Consistency (File Ref. No. 4263)
Stephen D. Holton, member of the Reporting on Consistency Task Force, led the
Board in a discussion of amendments to AU section 420, Consistency of Application
of Generally Accepted Accounting Principles, that would clarify the circumstances
for which a change in the reporting entity requires a consistency explanatory
paragraph in the auditor's report. The proposed amendments would—
o

o

o

o

Conform the list in AU section 420.07 of changes that constitute a change in
the reporting entity with the guidance in paragraph 12 of Accounting
Principles Board Opinion No. 20, Accounting Changes.
Clarify that the auditor need not add a consistency explanatory paragraph to
the auditor's report when a change in the reporting entity results from a
transaction or event.
Eliminate the requirement to add a consistency explanatory paragraph to the
auditor's report when a pooling of interests is not accounted for retroactively
in comparative financial statements. (However, the auditor would still be
required to express a qualified or adverse opinion because of the departure
from generally accepted accounting principles).
Eliminate the requirement to qualify the auditor's report and consider adding
a consistency explanatory paragraph to the report when single year financial
statements that report a pooling of interests do not disclose combined
information for the prior year.

Financial Instruments (File Ref. No. 2405)
Stephen D. Holton, chair of the Financial Instruments Task Force, led the Board in a
discussion of proposed amendments to SAS No. 70, Reports on the Processing of
Transactions by Service Organizations, designed to help auditors determine the
kind of information they need about a service organization when they are auditing
the financial statements of an entity that uses a service organization to process
transactions. The amendments would—
o

Clarify the applicability of SAS No. 70 by replacing existing language with the
language and concepts in SAS No. 55, Consideration of Internal Control in a
Financial Statement Audit as amended by SAS No. 78. Paragraph 3 of SAS
No. 70 states that SAS No. 70 is applicable to the audit of the financial
statements of an entity that obtains either or both of the following services
from another organization:
—
—

Executing transactions and maintaining the related accountability
Recording transactions and processing related data

The proposed amendments would delete the bulleted items, revise the SAS
to state that the SAS is applicable when an entity obtains services from
another organization that are part of the entity's "information system," and
provide guidance to help auditors determine whether services are part of the
information system.
o

o

Revise and clarify the factors a user auditor should consider in determining
the significance of a service organization's controls to a user organization's
controls.
Clarify the guidance on determining whether information about a service
organization's controls is necessary to plan the audit.

o
o

Clarify that information about a service organization's controls may be
obtained from a variety of sources.
Change the title of SAS No. 70 from Reports on the Processing of
Transactions by Service Organizations to Service Organizations.

The Board unanimously voted to ballot the drafts for issuance as an exposure draft.
ATTESTATION RECODIFICATION II (File Ref. No. 2156):
Chuck Landes, chair of the Attestation Recodification II Task Force (task force),
noted that the task force had developed a proposed new definition of an attest
engagement that is as follows:
This Statement on Standards for Attestation Engagements (SSAE) applies to
engagements in which the practitioner is engaged to issue a written examination,
review, or agreed-upon procedures report on an assertion or subject matter that is
the responsibility of another party.
The key concepts embedded in the proposed definition are—
o
o

o
o

The definition of an attest engagement is engagement-driven rather than
association-driven
The practitioner is engaged to provide a written examination, review, or
agreed-upon procedures report rather than providing a written
communication that expresses a conclusion about the reliability of a written
assertion
Assertion or subject matter
Incorporates the concept of a responsible party, migrating from the current
requirement for a written assertion

The arguments in favor of the new definition are as follow:
o
o
o
o

User focused
More flexible
More understandable
Aligned with the CICA, International Auditing Practices Committee proposal,
and AICPA Vision

The arguments against the proposed new definition are as follow:
o
o

Look-alike reports
Increased business risk

The Board:
o

Proposed that the draft standard should include a requirement similar to that
in the CICA Assurance Standards, paragraph 21: If the party responsible for
the subject matter or the assertion is not willing to acknowledge that
responsibility to the practitioner in writing, the practitioner must include a
statement of that fact in the report.

o
o

Proposed that the draft standard should include language carving out lookalike reports.
Indicated its support for moving ahead with the proposed new definition of an
attest engagement

The task force will present a revised draft at the ASB's April 14-15, 1999 meeting.
UPDATE ON SFAS 125
Tracey Barber, chair of the FASB 125 Audit Issues Task Force (task force), provided
background information on a proposed comment letter that the task force had
drafted on behalf of the ASB on the proposed Federal Deposit Insurance
Corporation (FDIC) Statement of Policy Regarding Treatment of Securitizations and
Loan Participations After Appointment of the Federal Deposit Insurance Corporation
as Conservator or Receiver.
Transfers of financial assets of banks subject to FDIC receivership were excluded
from the scope of the interpretation of SAS No. 73, Using the Work of a Specialist,
that was issued in December 1997 pending resolution of issues regarding the
accounting guidance for such transfers. During 1998, the Financial Accounting
Standards Board reconsidered the guidance in paragraph 58 of Statement of
Financial Accounting Standards No. 125, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities, that is based on certain
perceptions of the FDIC's powers as a receiver. The FASB has drafted an
amendment to that guidance that would result in bank transfers being subject to
the same legal isolation criterion as any other entity. The FASB intends to expose
the amendment for comment in the second quarter of 1999, and its effective date
is likely to be January 2000.
Since the FDIC's powers in receivership are much greater than most non-bank
receivers, the FDIC has issued for comment a Statement of Policy that is intended
to clarify FDIC policy and to permit sales accounting treatment for the
securitizations and loan participations within its scope.
An attorney on the task force has surveyed members of the legal profession about
the kind of legal letter that they would be willing to provide based on the proposed
FDIC Statement of Policy. The response is that the Statement of Policy appears
effective to isolate conforming transfers as long as it remains in effect. There is,
however, nothing in the Statement or in law that restricts FDIC from revoking the
Statement of Policy and retroactively repudiating transfers made in reliance
thereon. As the task force notes in the draft comment letter, to provide reasonable
assurance that the legal isolation requirement of SFAS 125 is met, the FDIC must
provide that transactions consummated in reliance thereon will not be subject to
repudiation on a retroactive basis in the event that the Statement of Policy is
changed subsequent to its adoption.
The comment letter also references a memorandum, prepared by the attorney on
the task force and previously delivered to the FDIC, that proposes one way in which
this issue could be addressed.
ASB members discussed the comment letter and expressed concern that other
constituencies are not sufficiently aware of the ASB's understanding of this issue

and the resultant response. D. Lambert suggested that meetings be held with the
representatives of the banking and legal communities in advance of submitting the
comment letter.
CONCURRENT BREAKOUT SESSIONS
Continuous Assurance Roundtable
D. Lambert led a discussion about the objectives, issues, likely participants, and
possible meeting format for the ASB's roundtable on continuous assurance that is
being planned for mid-1999. One objective is to identify specific subject matter on
which users want continuous assurance. Another objective is to clarify different
perceptions about what continuous assurance is, i.e., what does the term mean to
external auditors, internal auditors, management, and users, and how divergent
are the various perceptions. The group proposed a potential list of participants at
the roundtable and suggested that Group Decision Support Software (GDSS) might
be used for some of the issues to be discussed. Jane Mancino and Julie Anne Dilley,
audit and attest standards staff, will plan and organize the roundtable with ongoing
input from the AITF.
Revenue Recognition Roundtable
Robert C. Steiner led this breakout session and ASB members in attendance
discussed the appropriate ASB follow-up action to the issuance of the publication
Audit Issues in Revenue Recognition. Participants concurred that the development
of a guide on auditing revenue with chapters that focus on specific industries not
covered by other AICPA Audit and Accounting Guides (AAGs) would help auditors
apply the professional standards in high-risk revenue recognition areas. The guide
would have the same level of authority as other AAGs. It would differ in that the
focus would be on risk factors in revenue recognition that are characteristic of the
industry and suggested auditing procedures to overcome them, while the
accounting content would be minimal. Some of the industries suggested for
inclusion in the guide are computer software and other high technology industries,
service industries, franchises, real estate, entertainment, and biotech industries. A
chapter on audit issues related to outsourcing also was suggested.
A steering task force of ASB members will be formed to develop a list of the
highest-priority chapters, to identify representatives in the auditing firms who
would serve as resources for information on various industries, and to oversee the
project. AICPA staff will write each chapter pursuant to obtaining the industryspecific information from the firm representatives. Since the chapters would be
industry-specific and therefore "stand-alone," the guidance could be published,
perhaps on the AICPA Web site, as each chapter is developed and approved, even
though additional chapters remained to be written.
"Umbrella" Standards Roundtable
J. Gerson led this breakout session and ASB members in attendance discussed the
merits of reorganizing the various sets of standards into a more comprehensive and
cohesive set of standards, perhaps under the "umbrella" of "Assurance Standards."
These standards would cover current auditing standards, attestation standards, and
standards for reviews.
The participants discussed the relative advantages and disadvantages of such an
effort, which all recognized would be substantial. The advantages identified

included closer alignment with the apparent trend of international standards and in
Canada; greater awareness of the utility of the attest standards; conformity of the
various review standards; and easier maintenance of standards in the future. The
major disadvantage identified was the effort involved. The most significant
advantage was seen to be the contribution to enabling future assurance services.
The group reviewed some preliminary analyses of generally accepted standards
applicable to all audit, review and attest engagements (i.e., assurance standards)
as well an analysis of the auditing standards and how they would fit into such a
framework.
The group recommended that a task force be formed, with a reasonably high
priority, to study how this effort could be advanced.
See Attachment to Highlights of Auditing Standards Board Meeting

